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THE REVENUE ACT OF 191 8 

ON May 27, 191 8, the day the first news of the renewed 
German offensive reached Washington, President Wil- 
son suddenly appeared before Congress to urge the 
enactment of a new revenue law. By this action he put an end 
to the controversy which had arisen between Congress and the 
Treasury regarding the deficiencies of the War Revenue Act of 
19 1 7 and the necessity for additional revenues. Bowing to his 
dictum with regard to the urgency of the situation, 1 the Committee 
on Ways and Means resigned itself to the prospect of spending 
a Washington summer in the conference room and addressed 
itself without delay to the task of framing a tax bill which would 
produce the enormous total of $8,000,000,000. Hearings 
were inaugurated June 6, but it was not until September 3 
that the committee found itself able to introduce the first draft 
of the Revenue Act of 1918 into the House of Representatives. 
After a debate of the most perfunctory character the House 
passed the bill on September 20. 

1 Mr. Kitchen, the chairman of the Committee on Ways and Means, at first de- 
clined to consider the situation urgent and attributed the agitation for a new revenue 
law to the evil machinations of the publishers who desired a repeal of the postal zone 
laws. The publishers, he charged, had been able to bring pressure to bear upon the 
advisors of the Secretary of the Treasury. Mr. McAdoo's indignant denial needs 
no further support but it may be well in the interests of historical accuracy to record 
here that, so far as the original initiation of the movement for a new law is concerned, 
the postal rates had no influence whatsoever. A number of factors, of course, entered 
into the situation, no one of which, perhaps, was of so great weight as the reluctance 
of the Treasury to attempt to collect the excess-profits tax another year without leg- 
islative sanction for some of the courageous administrative rulings which had been 
necessary in order to make the bungling law workable at all. 

3 6 9 
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It had been hoped that the new tax legislation would be on the 
statute book before the new loan campaign, but the Fourth 
Liberty Loan had to be floated without the assistance which 
might have come from a definite knowledge on the part of 
people regarding their tax obligations. The election found the 
bill in the hands of the Finance Committee of the Senate, which 
proceeded in a leisurely fashion to rewrite the entire instrument. 
It was still in the hands of the committee when the signing of 
the armistice completely transformed the financial outlook and 
greatly simplified the task of making possible a reduction in 
the contemplated yield of the act from eight to six billions. 
December 6 had come before the committee reported the bill 
to the Senate, and in view of the prospect of considerable 
debate on the floor, grave doubt arose whether the bill could 
be enacted before the Commissioner of Internal Revenue 
would find himself obliged to proceed to the collection of the 
income and excess-profits taxes under the previous statute. 
The Senate was finally able to bring the bill to a vote on De- 
cember 23, on the eve of the Christmas holiday, after which 
it was sent to conference. There for more than a month a 
bitter struggle ensued, which was brought to an end by the 
usual process of mutual compromise. So, finally, the Revenue 
Act of 19 1 8 was passed by Congress on February 13, 1919/ a 
month and a half after the close of the year in which the in- 
comes which it taxed had been acquired. 

The long delay of Congress, although perhaps excusable to 
some degree, brought about a most unfortunate situation. The 
internal revenue force, by dint of heroic efforts, was able hastily 
to prepare the forms and regulations and to avoid a general 
postponement of the date for filing returns. But the taxpayers 
should never again be asked to endure the conditions of haste 
and uncertainty which marked the assessment period of 1919. 

The new act is essentially similar to the old law, entirely re- 
drafted, it is true, and with a few novel features introduced. 
What is new, however, is of comparatively minor importance. 
The taxpayer is not called upon to master a new principle 

1 The law became effective February 25. 
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and a new technique, as he was a year before when the excess- 
profits tax was introduced. Before considering the details of 
the statute, however, the general financial significance of the 
measure should be briefly discussed. 

When Mr. Kitchen presented the House bill in September he 
stated * that he had depended on the estimates of the Secretary 
of the Treasury that the expenditures for the year 19 18-19 19 
would aggregate 24 billions. He proposed to raise $8,182,- 
000,000 of this by taxation, roughly one-third of the total. 
The collapse of Germany caused the Secretary to revise his 
estimate of the total expenditure downward to the extent of 
twenty-five per cent. On November 14, he wrote to Senator 
Simmons, fixing eighteen billions as the approximate expendi- 
ture and suggesting that six billions be raised by taxation. 
This was the mark for which the legislative leaders strove. 
The estimated yield of the taxes as finally approved by the 
conference committee is shown in the table on the next page 
and is compared with the receipts for the fiscal year 191 8. 

It now appears that Mr. McAdoo's estimate of expenditures 
was remarkably accurate. Secretary Glass reported recently 
that they amounted, for the fiscal year 19 19, to $18,514,- 
000,000,3 and stated also that the receipts during the fiscal year 
amounted to $5,018,783,687.29 from income and excess-profits 
taxes, and $1,296,501,291.67 from miscellaneous internal re- 
venue, or $4,315,284,978.96 in all. But to this figure must be 
added the deferred installments of the income and excess-profits 
taxes, concerning which no accurate information is available. 
Secretary Glass apparently believes that they amount to nearly 
three billions of dollars. If they amount to only two billions, 
the revenue act will have shown itself adequate to the hopes of 
its framers. 

In this same recent statement, Secretary Glass gave statistics 
regarding aggregate receipts and expenditures during the war 

1 Congressional Record, October 17, 1918, p. 12348. 

2 Annual Report of the Secretary of the Treasury, 1918, p. 50 ti seq, 

3 Letter of Secretary Glass to Representative Fordney, New York Times, July 10, 
1919. 
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Estimated Revenue Receipts Under Revenue Act of 1918 Compared with 
Receipts for Fiscal Year Ending June 30, 1918 1 



Income tax : 

Individual 

Corporation 

Excess-profits tax 

Estate tax 

Transportation : 

Freight 

Express 

Persons 

Oil by pipe lines 

Seats and berths 

Telegraph and telephone 

Insurance 

Admission 

Club dues 

Excise taxes : 

Automobiles, etc. 

Jewelry, sporting goods etc 

Other taxes on luxuries at 10% 

Other taxes on luxuries at 20% 

Yachts and pleasure boats 

Beverages 

Stamp taxes 

Tobacco : 

Cigars 

Cigarettes 

Tobacco 

Snuff etc. 

Leaf 

Floor tax 

Papers and lubes 

Special taxes: 

Capital stock 

Brokers 

Theaters etc. 

Bowling alleys, billiard and pool tables. 

Shooting galleries 

Riding academies 

Manufacturers of tobacco 

Manufacturers of cigars 

Manufacturers of cigarettes 

Automobiles for hire 

Use of motor boats, yachts etc 

Total 



As agreed to by 

the conference 

committee 



51,432,000,000 

775,000,000 

2,500,000,000 

60,000,000 

115,000,000 

14,000,000 

75,000,000 

5,000,000 

6,000,000 

17,000,000 

14,000,000 * 

50,000,000 

3,500,000 

71,000,000 
60,000,000 
58,750,000 
85,000,000 
1,000,000 
75,000,000 
31,000,000 

46,000,000 

125,000,000 

72,000,000 

6,300,000 

100,000 



1,000,000 

80,000,000 

1,200,000 

2,100,000 

2,500,000 

400,000 

50,000 

70,000 

850,000 

240,000 

700,000 

1,000,000 



$5,788,260,000 



Fiscal year 1918 



^2,839,000,000 
47.453.ooo 

30,002,000 
6,459,000 

24,306,000 
i.433.ooo 
2,237,000 
6,299,000 
6,492,000 

26,257,000 
2,359,000 

23,981,000 3 
13,866,000 



441,290,000 
17,539,000 

30,910,000 

66,492,000 

47,485,000 

4,049,000 

6,281,000 
431,000 

24,996,000 

333.000 

865,000 

1,086,000 



45,000 
379,000 
115,000 

407,000 



#3,672,847,000 



1 Congressional Record, February 27, 1919, p. 4738. 

1 The income and excess-profits and war-profits taxes upon insurance companies 
are estimated to yield {6,000,000. This amount is included in the estimated yield 
for income and excess-profits tax. 

3 Including floor tax. * Floor tax act included. 
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period up to June 30, 1919. He estimated the total expendi- 
tures for the war period as $32,427,000,000. 

Of this sum $9,384,000,000 or about 29 per cent, was met out 
of the tax receipts and other revenues than borrowed money. 
This, moreover, does not take into account the unpaid install- 
ments. All in all, it appears probable that when definite figures 
are available, about one-third of the cost of the war will be shown 
to have been met by taxation. If the advances to the Allies be 
taken into account as good assets, the revenue from taxes may 
even approximate the 50 per cent, which Secretary McAdoo 
urged as the desirable proportion during the first year of the 
war. Whatever may be one's conviction with regard to the 
moot question as to division between loans and taxes, he must 
admit that these figures make a remarkable showing — one far 
more favorable than can be revealed by any other belligerent. 
However, lest this be made an occasion for boasting, it should 
immediately be pointed out that the strength of the position is 
attributable, of course, to the relatively short time during which 
this country labored under a full burden, if it can be said ever 
to have assumed a full burden. 

An inspection of the table on page 372 will show that even 
greater reliance, both absolute and relative, was placed upon the 
direct taxes on incomes, profits and estates than had been under 
the act of the preceding year. During the fiscal year ending 
June 30, 1918, approximately 79 per cent, of the receipts under 
the revenue law of 191 7 came from these three sources. The 
estimates for 1919 show that 82 per cent, was expected from 
them. 

General Survey of the Act 

In bulk the new act is rather appalling, its bare text covering 
no less than 106 pages of fine print in the official edition. The 
technical work of drafting is well done. The language is clear 
and the arrangement convenient, and, moreover, the act con- 
solidates into one document practically the entire internal 
revenue code, an advantage that will be greatly appreciated 
by one who has dealt with the scattered legislation previously 
in force. In the case of this law, size does not connote con- 
fusion. 
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The act is arranged under fourteen heads or "titles". The 
first and the last two of these are devoted to miscellaneous pro- 
visions the taxes being levied by Titles II to XII. Of these, 
Title II, " Income Tax ", and Title III, " War Profits and Ex- 
cess Profits Tax", are by far the most elaborate and important. 
They are reserved for separate treatment." 

Title IV deals with the estate tax. This remains in sub- 
stantially unaltered form with the progressive rates culminating 
at 25 per cent. Both the House proposal to increase the rates 
sharply to a maximum of 40 per cent, and the Senate proposal 
to make the tax an inheritance rather than an estate tax were 
eliminated before final passage. As will be seen by consulting 
Table VI, 2 the new act imposes a scale of rates which in its 
upper ranges is exactly like the one previously in force. In the 
lower ranges the rates are somewhat modified to make the 
progression more regular and even. 

Very slight changes in rates and practically no changes in 
scope or application are made in Title V, which provides a " Tax 
on Transportation and other Facilities, and on Insurance". 
The freight tax remains at 3 per cent., and the passenger tax at 
8 per cent. 3 Express packages pay, as before, 1 cent on every 
20 cents. The rate on Pullman tickets, which was 10 per cent., 
and on pipe-line transportation, which was 5 per cent., are both 
made 8 per cent. In place of 1 cent for each 5 cents paid 
for a message, the telegraph and telephone rates are made 5 
cents for each message costing between 14 and 50 cents and 
10 cents for more expensive messages. Leased wires are now 
taxed for the first time, the rate being 10 per cent, of the rental. 

Until the growth of direct taxes reduced its significance the 
tax on beverages, prescribed by Title VI, was the mainstay of 
the internal revenue system; the advent of prohibition, of 
course, entirely eliminates this as a source of revenue. From 
the beginning it was apparent, so far as alcoholic beverages are 
concerned, that an increased tax on distilled spirits would prob- 
ably amount merely to a floor tax on existing stocks because 

1 Infra, pp. 378 et seq. 2 Infra, p. 391. 

3 C/., Table IV, p. 389. 
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the process of production, abandoned under the Food Admin- 
istration Act, could not conceivably be renewed until after 
the war. It was also clear that the tax on wines and fermented 
liquors would cease with the application of restrictive legisla- 
tion then definitely contemplated. There was no good reason, 
however, why heavier taxes should not be placed upon such 
liquors as remained, and practically the entire schedule of rates 
under the 191 7 law was doubled — distilled spirits for beverage 
purposes going from $3.20 to $6.40 per gallon and fermented 
liquors from $3 to $6 per barrel. 1 At the same time a new 
tax was levied on the cereal beverages which were appearing 
as temperance substitutes for beer. The producers' taxes on 
soft drinks, first instituted in 191 7, were heavily increased and 
a novel consumers' tax was placed on soft drinks and ice 
cream when dispensed by retail. Title VII increased the rates 
on tobacco by approximately 50 per cent.,* but even this in- 
crease did not bring the tax on tobacco to a point which begins 
to approach the war-time level established for such taxes in 
Great Britian.s The tax on cigarette paper and tubes, first im- 
posed by the 191 7 act, was not increased, but on the contrary, 
through rearrangement of the size of the taxable package, was 
really somewhat reduced. 

The taxes on admissions and dues, Title VIII, remain prac- 
tically unchanged, a very strong protest by the theatrical interests 
having proved sufficient to prevent the adoption of the 20 per 
cent, rate contemplated in the early drafts of the bill. A scalper's 
tax, based on the increase in prices charged by him, was insti- 
tuted. Club dues in excess of $10 rather than $12 are now 
taxable. 

Title IX, Excise Taxes, contains the most novel feature of 
the new act — and probably the most unpopular, the luxury tax. 
France, in 1918, had introduced a 10 per cent, tax on the retail 
sales of articles of luxurious consumption and Andrew Bonar 

1 Details are given in Table I, p. 385. 
* For detailed table, cf. p. 387. 

' Cf. Report of the Committee on War Finance of the American Economic Asso- 
ciation (December, 1918) p. 62. 
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Law in the same year announced a similar tax for Great Britain 
at the rate of two cents on the shilling. Before the sign- 
ing of the armistice it was felt that a luxury tax on retail sales 
would be, on the whole, a desirable addition to the federal tax 
system. The difficulties of its administration were partially, if 
not fully, recognized; but these were outweighed in the minds 
of the legislators by the advantages which were expected in 
the direction of the discouragement of lavish expenditures. 
The tax had the unique capacity for definitely labeling certain 
articles as luxuries upon which, in war time, the government 
desired to put its ban. The cessation of hostilities altered the 
situation considerably, but in spite of very determined opposi- 
tion the luxury tax remained a part of the revenue act. The 
rates on the whole were low, but their moderateness did noth- 
ing to diminish the administrative difficulties of the law. At 
the very time of passage assurances of an early repeal were 
given, but in spite of the added influence of the President's 
own recommendation, urged in his message of May 20, 191 9, 
the tax still remains on the statute books. 

The law lists 20 classes of commodities 1 which are made 

1 The detailed list is as follows (Law, Sec. 904a) : 

(1) Carpet and rugs, including fiber, except imported and American rugs made 
principally of wool, on the amount in excess of $5 per square yard; 

(2) Picture frames, on the amount in excess of Sio each; 

(3) Trunks, on the amount in excess of $50 each; 

(4) Valises, traveling bags, suit cases, hat boxes used by travelers and fitted 
toilet cases, on the amount in excess of $25 each; 

(5) Purses, pocketbooks, shopping and hand bags, on the amount in excess of 
$7.50 each; 

(6) Portable lighting fixtures, including lamps of all kinds and lamp shades, on the 
amount in excess of $25 each; 

(7) Umbrellas, parasols and sun shades, on the amount in excess of $4 each. 

(8) Fans, on the amount in excess of $1 each; 

(9) House or smoking coats or jackets and bath or lounging robes, on the amount 
in excess of $7.50 each; 

(10) Men's waistcoats, sold separately from suits, on the amount in excess of $5 
each; 

(11) Women's and misses' hats, bonnets and hoods, on the amount in excess of 
$15 each; 

(12) Men's and boys' hats, on the amount in excess of $5 each; 

(13) Men's and boys' caps, on the amount in excess of $2 each; 

(14) Men's, women's, misses' and boys' boots, shoes, pumps and slippers, not 
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subject to the retail tax at the rate of 10 per cent, upon the 
portion of the price which exceeds the limit specified in the 
law. These are for the most part articles which are in their 
nature indispensable but which nevertheless become luxuries 
when bought in the finest qualities. 

A flat 5 per cent, tax is levied upon the entire retail price of 
all jewelry, 1 a 4 per cent, tax on perfumes, cosmetics, tooth 
pastes etc., and on patent medicines. 

In addition to all these taxes there are levies against 
a greatly extended list of articles which are payable by the 
producer on the basis of the wholesale price rather than by the 
consumer on the basis of the retail price. Examples of these 
are the 5 per cent, tax on candy, the 10 per cent, tax on riding 
habits and hunting garments and the 100 per cent, tax on 
stillettos, daggers etc.' 

Title X, " Special Taxes ", increases the capital stock tax 
from 50 cents to one dollar for every $1000 of capital stock. 
It also approximately doubles the series of fees payable by the 
proprietors of the various types of amusements. 3 

The stamp taxes, Title XI, on the other hand, are permitted 
to continue almost unaltered. The stamp on playing cards 
which is raised from five to eight cents constitutes the only 
increase. 4 

The last of the tax-laying sections, Title XII, provides, 

including shoes or appliances made to order for any person having a crippled or de- 
formed foot or ankle, on the amount in excess of $10 per pair; 

(15) Men's and boys' neckties and neckwear, on the amount in excess of $2 each; 

(16) Men's and boys' silk stockings or hose, on the amount in excess of $1 per 
pair; 

(17) Women's or misses' silk stockings or hose, on the amount in excess of $2 
per pair; 

(18) Men's shirts, on the amount in excess of $3 each; 

(19) Men's, women's, misses' and boys' pajamas, nightgowns and underwear, 
on the amount in excess of $5 each; and 

(20) Kimonos, petticoats and waists, on the amount in excess of $15 each. 

1 Except that specifically excepted. Cf. Law, Section 905. 

2 For a detailed list, cf. Tables II and III, infra, pp. 386-388. 

3 A detailed table will be found on p. 388. 

4 Several new changes were inserted. Cf. Table, p. 389. 
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through the guise of taxation, a fine for the employment of 
child labor. It establishes an age limit of from 14 to 16 years 
and prescribes an eight-hour day and a six-day week for 
children of given ages. Deviation from the standards ren- 
ders the employer liable to an " excise tax equivalent to 10 
per cent, of the entire net profits ". 1 The purpose of this Title 
is, of course, not fiscal but social. It is apparent that, with the 
exception of the luxury tax, the provisions reviewed above 
offer nothing novel or unusual. The productivity of the taxes 
is increased for the most part by the simple process of rais- 
ing the rates. The striking fact about the entire situation is 
the relative insignificance of the miscellaneous taxes described 
under this act. The policy of depending upon direct taxes is 
being subjected to a test such as it has never before had to 
undergo. 

The Income Tax 

The income-tax law, which now appears as Title II of the 
Act, has been entirely redrafted and emerges a much more 
refined and simplified instrument. One set of rates and per- 
sonal exemptions, for example, replaces the double set in force 
in 191 7, and a number of restrictions which, since the beginning 
have hedged about the various deductions and have caused end- 
less confusion and complication, are now removed. 

It will be recalled that the 191 7 tax act was a mere append- 
age to the 1 916 law, its awkward form being indicative of a 
pious hope for an early and easy repeal. By merely striking 
out the 191 7 amendment the rates could be restored to their 
pre-war level. But now, viewed from the pinnacle of rates es- 
tablished by the 191 8 act, it seems almost unbelievable that 
such a hope was ever entertained. The consolidation of the 
law this year may be considered the final abandonment of the 
old pre-war rate level. 

The height of the rates is by all odds the most remarkable 
feature of the new income tax. The rates under the 191 7 law, 
which reached a maximum of 67 per cent. 2 upon increments 

1 Law, Section 1200. 

2 This does not take into account a possible 8 per cent, excess-profits tax in addition. 
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of income accruing to an individual in excess of $2,000,000, 
were hailed as the highest ever reached " in the annals of 
civilization ". 1 The 1918 law far outstrips these rates, how- 
ever, a tax of Tj per cent, applying to portions of income in 
excess of $i,ooo,ooo. 2 Although the progressive curve for 
191 9 shows an improvement in smoothness, it mounts much 
more rapidly than that formerly in force and consequently 
is much more productive. 

The problem occasioned by the height of the rates is accen- 
tuated by two circumstances. The first is the variability of 
the rates and the second is the plan of combining " normal " 
taxes with surtaxes. Each year since 1915 a different schedule 
of income-tax rates has been in force. This excessive vari- 
ability tempts the taxpayer to try to arrange his income so as 
to take advantage of the years with lower rates. There is no 
doubt, for example, that the present heavy rates are now 
operating as a deterrent to the alienation of property through 
the desire of owners to postpone the realization of gains from 
the sale until a period of lower taxes. 

The income of the individual is subject in 191 8 to a normal 
tax of 12 per cent., reduced to 6 per cent, on the first $4000 
of taxable income. For 19 19 these normal rates are made 
8 per cent, and 4 per cent. The surtax rates apply in addition 
to the normal taxes. This device of a high normal rate has 
at least two marked disadvantages. First, it increases very 
appreciably the difficulty of making the computations and, 
second, it destroys the smoothness of the progression in the 
lower ranges of rates. The normal- rate plan apparently owes its 
present form to the tax-exemption features of the later issues 
of Liberty Bonds. The increase in the rate from 4 per cent, 
to 6 per cent, and 12 per cent, was principally an attempt to 
purchase a better market standing for these issues. When 
the history of the financing of the war is finally written, the 
manipulation of tax-exemption privileges as a method of in- 

1 Seligman, "War Revenue Act", Political Science Quarterly, vol. xxxiii, 
p. 18. 

2 A table giving full details is presented on p. 391. 
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creasing the attractiveness of the bonds will be found worthy 
of critical attention. Purely from the financial point of view, 
the more economical way to secure improved market standing 
was to pay a higher interest rate, and when the costs came to 
be weighed, the almost baffling intricacy 1 introduced into this 
portion of the field of income-tax procedure by the varying 
types of bond exemption, must be thrown into the balance. It 
will be found to be a factor of considerable importance for 
some years to come. 

The rate imposed on corporations is 12 per cent, for 191 8 
and 10 per cent, for 1919. It will be noted that there will be 
a difference of 2 per cent, in 1919 between the corporation rate 
and the normal rate on individuals, which is a reversion to 
the discrimination which existed in 191 7, a discrimination 
which, by the way, is not easy to justify. Corporations are 
now for the first time granted an initial exemption of $2000. 

A change is made in the application of the rates to individ- 
uals declared from the surplus of preceding years. When 
the 191 7 law was drafted it was decided to eliminate one in- 
centive influencing corporations to refrain from declaring 
dividends during years of high rates, by the simple device of 
announcing that, no matter when declared, dividends should 
be taxed at the rates in force when the surplus was accumu- 
lated. As an administrative problem, however, this plan proved 
to be anything but simple and the new law makes dividends, 
except for a restricted class of stock dividends, taxable at the 
rate in force in the year when declared. This act, while prob- 
ably almost imperative, worked a real injustice in the case of 
many corporations and has led to charges of broken faith. 

In spite of the recent court decisions in the cases of Towne 
v. Eisner (245 U. S. 418) and of Macomber v. Eisner (U. S. 
District Court, Southern District of New York, January 23, 
191 9) the new law continues to attempt to tax stock dividends. 
Certainly the present situation is an anomalous one, but it must 

'One prominent accountant expressed the opinion that many of the problems 
introduced by the bond exemptions, particularly those involved in partnership, were 
incapable of exact solution. 
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not be thought that all of the anomalies involved would be 
disposed of by a declaration of the Supreme Court that stock 
dividends are not income under the Sixteenth Amendment. 
There would still remain the inequities as between corporations 
which build up a surplus and those which do not and between 
the corporations and the other forms of business organizations. 
The search for a workable concept of income which will be 
free from inconsistencies and inequities goes steadily on, and 
the law shows very decided progress toward the accountant's 
concept. But the balance sheet will have to develop to a 
much more sensitive measure of value than it now is before 
the problem can be entirely solved. It may be that the new 
use of the balance sheet for income-tax purposes will stimulate 
a development toward refined accounting which will measure 
variations more sensitively and may even periodically be cor- 
rected or " normalized " by reference to an index number in- 
dicating variations in the value of money. 

The salaries of the President and the federal judges are now 
definitely made subject to tax, while the law is silent as to those 
of state and municipal employees where before there was a 
specific exemption. The Treasury, however, has ruled that 
the salaries of the latter classes are not to be reported, a ruling 
which apparently has none too firm a foundation. 

Life-insurance policies paid upon the death of the insured 
to the estate are now exempt. Formerly they were free of 
tax only when paid to an individual. 

Now for the first time the law permits an individual to 
deduct all losses, whether incurred in trade or otherwise. In- 
deed the deduction for losses is now made so liberal that there 
seems to be some danger that the legislature and the treasury 
have gone too far. The question of deductions because of 
casualties lies in a twilight zone where one suspects the exist- 
ence of great diversity of procedure. 

Depreciation allowances are made more liberal by the new 
law, reserves for obsolescence are permitted and depletion in 
the case of mines and gas and oil wells is put on a much more 
satisfactory basis. Corporations are now for the first time 
relieved of the arbitrary limitation on deductible interest and 
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of the discriminatory tax on dividends received from other 
corporations. The privilege of deducting reserves for bad 
debts is not extended by the new law in spite of the efforts of 
the accountants to bring this about. 

The very high rates now in vogue have led to numerous 
relief provisions or " cushions " which impart a measure of 
elasticity to the law. The inclusion of these relief provisions 
was one of the points of difference in the conference committee, 
and the act as it stands is by no means as well supplied with 
these clauses as was the Senate bill. Typical provisions are 
those permitting the adjustment of losses after the close of 
the taxable year in the case of shrinkage in inventories (sec- 
tions 2i4a-i2 and 234a-i4), the allowance of special depre- 
ciation for plants engaged in war work (sections 2i4a-9 and 
2 3 4a- 8) and the permission to offset net losses against profits 
of previous years (section 204b). 

Administrative changes of importance include the extension 
to individuals of the right to report on the basis of fiscal years, 
the payment of the tax in four installments, the requirement of 
consolidated returns in the case of affiliated corporations and 
the establishment of the Advisory Tax Board of six experts 
to assist in the interpretation and administration of the law. 

In order to eliminate so far as possible the inequality which 
was found to exist under the old law as between partnerships 
and corporations performing personal service, the law recog- 
nizes a new taxable class, the personal service corporation, 
the stockholders of which are taxed as are the partners in a 
partnership. 

All in all, the changes made in the law, although not revolu- 
tionary, are seen to be substantial and essentially fair. In the 
aggregate they result in a greatly improved statute. 

The Excess-Profits Tax 

The excess-profits tax of 191 7 was probably as deservedly 
unpopular as any tax measure could well be. It was produc- 
tive of large revenue, but when this favorable statement is 
made, praise must cease. It was unfair in its scope, uneven in its 
application and so poorly drafted that only by the boldest 
administrative action could it be made to function at all. 



No. 3] THE REVENUE ACT OF 1918 383 

The new tax, called the war-profits and excess-profits tax and 
treated in Title III, marks a great improvement over the old. 
Unlike the income tax, it cannot be said of this tax that it 
has been made simpler than its predecessor of 191 7, but, since 
it now applies to corporations only, the complexity of its 
double standard will not prove so great a hardship as other- 
wise. 

It will be recalled that the 191 7 law adopted as its funda- 
mental test of " normal " income the relationship of net income 
to invested capital, with a very slight concession to the English 
pre-war period test in the calculation of the stated deduction. 
The new law places the English test of pre-war income on 
practically a parity with the test of invested capital so far as 
profits subjected to the 80 per cent, rate are concerned. The 
reenactment, however, of the old excess-profits law at new 
rates (with the provision included that there shall be added 
to the tax determined the sum, if any, by which a tax of 80 
per cent, on the English basis exceeds that calculated by the 
excess profits method) will result in the payment of excess- 
profits tax by numerous businesses which have been no 
more profitable during the war period than before. In 
fact some corporations which earned less during the war period 
than previously will nevertheless have to pay an excess-profits 
tax under the first two brackets of the new law. Fortunately, 
there is also included in the act authority for the use of dis- 
cretion by the Treasury in caring for various classes of un- 
usual cases. 

Congress has written into the new law the more important 
of the administrative rulings which the Treasury evolved in its 
effort to make the 191 7 law reasonable and equitable. Non- 
taxable securities are not invariably to be deemed inadmissible 
assets. The allowance to corporations of full deduction under 
the new income tax for interest paid eliminates the necessity 
of admitting as assets the portion of borrowed money corres- 
ponding to the interest which could not be deducted. Full 
deduction is allowed of the " credits ", even though the sum 
exhausts the amount in the " first bracket " and carries over 
into the second. 
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The Revenue Act of 19 18 is characterized by a continuance 
of old tendencies rather than by the adoption of radical new- 
measures. The luxury tax and the application of the English 
pre-war standard to the excess-profits taxes are the novel 
features. Both are borrowings rather than original develop- 
ments. The improvements in the statute, and there are very 
substantial improvements, are to be found in the numerous minor 
adjustments and refinements in the law. The general policies 
blocked out early in the history of our war finance of heavy 
taxation, of especially heavy taxation of war profits, and of de- 
pendence, so far as administratively practicable, upon direct 
taxes, are preserved and developed in this act. There can be 
little doubt that the verdict of history will be that these were 
sound and scientific policies. The new act must be pronounced 
a well considered and constructive piece of legislation. 

Robert Murray Haig. 
Columbia University. 
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APPENDIX 1 

TABLE I 
Taxes on Spirits, Beverages and Tobacco 
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Distilled spirits : 

For beverages 

For non-beverages 

Imitation sparkling wine . . . 

Rectified (supplementary) .... 

Grape brandy 

Perfumes containing distilled 

spirits, imported 

Still wines : 

14 % or less alcohol 

14-21 % alcohol 

21-24% alcohol 

Over 24 % alcohol 

Sparkling wine 

Artificially carbonated wine 

Liquors, cordials etc 

Syrups and extracts 

Soft drinks and mineral waters . . 
Cereal beverages less than %% \ 

alcohol / 

Grape juice, ginger ale, car- "1 

bonated waters etc J 

Natural mineral waters etc 



Soft drinks, ice cream etc.. 



per 



Carbonic acid gas 

Fermented liquors 

Tobacco and snuff 

Cigars : 

Weighing more than 3 lb 

1000 

To retail for less than 4c. each, 
To retail for not more than 5c, 

each 

To retail for 4-7C 

To retail for 6-8c 

To retail for 8-15C 

To retail for 9-1 5c. 

To retail for 16-2OC 

To retail for more than 20c. . . 
Weighing not more than 3 lbs. 

per 1000 

Cigarettes : 

Weighing more than 3 lbs. per 

1000 

Weighing not more than 3 lbs. 

per 1 000 

Cigarette paper 

Cigarette tubes 



per gal. 
per gal. 
per pt. 
per gal. 
per gal. 

per gal. 

per gal. 

per gal. 

per gal. 

per gal. 
per % pt. 
per % pt. 
per "ft pt. 

per gal. 
on produ- 
cer's price 
on produ- 
cer's price 

per gal. 

for each 

ioc. retail 

price 

per lb. 

per bbl. 

per lb. 



per 1000 
per 1000 

per 1000 
per 1000 
per 1000 
per 1000 
per 1000 
per 1000 
per 1000 

per 1000 



per 1000 

per 1000 
per 100 
per 100 



Old 
Rate 



#1.10 
.10 
•°3 



Act of 
1914 



$1.10 

.10 
•55 



.08 

•°3 
.015 
.015 



1. 00 
.08 



3.00 



•75 

«-25 

3.60 



1.50 
.08 



3.00 



Act of 
1916 



•75 

1.15 
3.60 



#1.10 



S3.20 $6.40 

2.20- 2.20 

■IS! -3° 

.20-.30 .60 



.04 
.10 

•25 
1. 10 

•03 
.015 
.015 



1.50 
.08 



3.00 



Act of 
1917 



Act of 
1918 



1. 10 

.08 
.20 

•5° 
3.20 
.06 
•°3 
•°3 
05-.20 
.01 



•75 

1-25 

3.60 



•°5 

3.00 

.13 



3.00 

4.00 

6.00 

> • ■ . 

8.00 

10.00 



2.05 

4.80 
.01 
.02 



1. 10 

.16 
.40 
1. 00 
6.40 
.12 
.06 
.06 



»5% 

10% 
.02 



6.00 
.18 



4.00 

6.00 

9.00 
12.00 
15.00 

1.50 

3.00 
7.20 

.02 



1 With Professor Seligman's kind permission the writer has brought up to date 
and reproduced in this Appendix the very complete and useful tables published in 
the Political Science Quarterly of March, 1918, in connection with his article 
on the War Revenue Act of 191 7. 



386 



POLITICAL SCIENCE QUARTERLY [Vol. XXXIV 



TABLE II 
Excises and Miscellaneous Taxes ' 



Colored oleomargarine 

Non-colored oleomargarine . . 

Adulterated butter 

Process butter 

Filled cheese 

Mixed flour 

Opium 

Phosphorus matches 

Bank circulation 

State bank notes 

Automobile trucks 

Automobiles and motorcycles. 
Tires, parts, accessories etc. • • 

Musical instruments 

Moving picture films 



Jewelry 

Sporting goods and games. 

Patent medicines 

Cameras 

Photographic supplies .... 

Candy 

Firearms etc. 

Hunting knives etc 

Daggers etc 

Electric fans 

Thermos bottles etc. 

Cigar holders etc 

Vending machines 

Weighing machines 

Liveries etc. 

Hunting and riding garments. 

Articles of fur 

Pleasure boats 

Toilet soap 

Sculpture, paintings etc. . 

Boats and yachts j per ft. 

Admissions general 

Admissions to cabarets etc.. 
Scalper's tickets 



Dues 

Munition manufacturers 





Old 


Act of 




Rate 


1917 


per lb. 


IOC 






per lb. 


fcc. 






per lb. 


IOC 




. .. 


per lb. 


He 




... 


per lb. 


IC 






per bbl. 


4c 






per lb. 


#300 






per ioo 


2C 






per mo. 


%°(*% 




... 


.... 


10% 






.... 


.... 


3% 








3% 


.... 


> a • • 


3% 




;;;; 


per ft. 

3% 




.... 


3% 


.... 


.... 


2% 


.... 


.... 




1% 


per ft. 


— 


5° 


'..-$2 


per ioc. 


.... 


IC 


per ioc. 


.... 


IC 


on ad- 






vanced 






price 


.... 


IO% 


on net 






profits 


12% j 


I 


>* 



Act of 
1918 



3% 
5% 

5% 
S% 

5% rentals 

10% 
10% 

10% 
10% 
100% 

s% 

io% 
S% 
10% 
10% 
10% 
10% 
10% 

3% 
10% 

IC 



s-50% 

10% 

5% 



Ratio in 
Force 1918 



ioc 

He 

IOC 
IC 

4c. 
$300 

2C 

>£of if, 

10 Jo 

3% 

5% 
5% 
5% 

5% rentals 

3*% 
2%» 



ic. 



$A 



10% 



1 For excises or taxes on facilities, see Table IV, Stamp Taxes. 

1 Act of 1916. 

3 Cf. discussion of luxury tax, pp. 375 et seq. 
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TABLE III 
Special Taxes 





Old 


Act of 


Act of 


Act of 


Existing 




Kate 


1914 


1916 


1918 


Rate 




$100-200 
25-100 
20-50 








$100-200 
25-100 
20-50 












.... 


.... 






50 -\- 20 
per still 


• . . . 


.... 


.... 


50, + 20 
per still 




50-100 


• ■ • * 


. ■ . • 


.... 


50-100 


Dealers and manufacturers of 










12-250-400 


.... 


.... 


.... 


12-250-400 




Adulterated butter and col- 














48-480-600 


.... 


.... 


.... 


48-480-600 


Non-artificially colored oleo- 














6-200-600 
5° 








6—200-600 


Manufacturers of process butter 


.... 


.... 


.... 


5° 


Manufacturers and packers of 














12 


.... 


.... 


.... 


12 


Manufacturers and distribu- 














1 






*3-24 


$3- 2 4 


Manufacturers of tobacco : 








Sales not over 50,000 lbs. . . 


.... 


.... 


*3 


$6 


$6 


Sales over 50,000 to 100,000 












lbs 






6 


$12 
24 


$12 
24 


Sales 100,000 to 200,000 lbs. 




.... 


12 


Sales not over 100,000 


.... 


$6 


.... 


.... 




to sales over 20,000,000 lbs. 


.... 


$2,496 


.... 


.... 


.... 


Sales not over 200,000 lbs. - 




.... 


*3-i2 


.... 


.... 






.... 


8c. per 


$24 + i6c. 


$24 + 16c. 








1000 lbs. 


per addi- 
tional 1000 


per addi- 
tional 1000 


Manufacturers of cigars : 












Sales not over 50,000 cigars. 




.... 


$2 


*4 


#4 


Sales 50,000 to 100,000 . . . 




.... 


3 


6 


6 


Sales 100,000 to 200,000 . . 




.... 


6 


12 


12 


Sales 200,000 to 400,000 . . 




.... 


12 


24 


24 


Sales not over 100,000 




$3 


.... 






to sales over 40,000,000. . 




$2,496 


.... 


.... 


.... 


Sales not over 400,000 




.... 


$212 


.... 


.... 








5c. per 


$24 + 10c. 


$24 -f- IOC 








1000 


per addi- 
tional 1000 


per addi- 
tional 1000 


Manufacturers of cigarettes : 












Sales not over 1,000,000 
















$12 f 

$2,496 \ 


$3 P« 
1 0,000 


6c. per 
10,000 


6c. per 
10,000 


To sales over 100,000,000 . . 


.... 






6-24 


.... 


.... 




Dealers in tobacco, sales over 
















4.80 








Bankers in tobacco, per $1,000 














I 












30 
50 

20 


3° 
5° 


50-150 
100 


50-150 

IOO 






Commercial brokers 


.... 
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Old 
Rate 


Act of 
1914 


Act of 
1916 


Act of 
1918 


Existing 
Rate 




.... 


10 
20 

12.50-100 

100 

10 

S 


20 
10 

50c. 

12.50-100 

100 

10 

5 


5° 
5° 

*i 

25-200 
100 

«S 

10 

20 
100 
10-20 


5° 
5° 

$1 


Corporations per fi,ooo cap- 


Proprietors of : 
Theaters, museums and con- 


25-200 
100 






10 

20 
100 
10-20 


Bowling alleys and billiard 
rooms, per alley or table ■ 

Automobile livery, per auto. 
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TABLE IV 
Stamp Taxes 



Bond and stock issues 

Sales of stock 

Sales on produce exchanges 

Promissory notes. 

Bills of lading 

Bonds (except legal) 

Indemnity and surety bonds 

Certificates of profit 

Certificates of damage 

Other certificates 

Brokers' notes 

Conveyances 

Custom-house entries 

Withdrawal from bonded warehouse, 

Powers of attorney 

Protests 

Cotton futures 

Proxies 

Passage tickets 

Playing cards 

Parcels-post packages 

Freight. 

Express packages 

Passenger fares 

Pullman tickets 

Pipe-line transportation 

Telegraph and telephone over 14 to 
50c 

Over 50c. (Act of 1917) 

Leased wires 

Insurance : 

Fire, marine and casualty 



Life. 



per $1 of 
premium 
per $100 
of policy 

per $1 of 
premium 

per pkg. 
per pkg. 



Chewing gum per $1.00 



Property insurance issued by cer- 
tain foreign corporations 



Perfumery and cosmetics : 

Price 5-25C 

Over 25c 



per $100 
per jioo 
per $100 



per $100 
per #500 

per lb. 

per pack 
per 25c. 

per 20c. 



Old 
Rate 



2C. 



Act of 
1914 



2C 
IC 
2C 
IC 
SOC. 

2C. 
25C 
IOC. 
IOC. 
50C. 
25C-#I 

IOC.-25C. 

25C. 

2C. 1 



%*• 



fa. 

ic. per 
25c 

4 c 



Act of 
1917 



Sc 

2C 
2C. 
2C. 



50C. 



50C 
25C-JI 

25c 

2C. 
IOC. 

#i-S 

Sc. 5 

IC 

3%' 
ic* 

io%* 
5% 2 

IOC. 

10% 

IC 2 

8c' 



J2% 3 

2% 



Act of 
1918 



5=- 

2C 
2C 
2C 



50C 



SOC. 
25C-$I 



25c 



IOC 
IOC. 

*i-5 
8c. 
ic. 

3# 2 
ic* 
S%* 



ic. 2 

8c.' 

3=- 



3% 



1 Imposed by the Cotton Futures Act of Aug. 18, 1914. 

2 Not called stamp taxes, but taxes on facilities etc. 

3 Not called stamp taxes, but excise taxes. 
'No change in act of 191 7. 

6 Making total existing rate 7c per pack. 
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TABLE V 
Income Tax Rates— Applicable to Individuals 







Act of 1913 A 


ct of 1916 


Act of 1917 


Act of 1918 1 






& 


a 




*! 


0) 

a. 


<0 




<u 


Increments of Taxable 








P, 


1" 

.2 °" 
»3 S 


5 


CU 





a. 


Income 


p. 




V 

ji 


0. 

s 


4J 
■•■> 

° 


i, 

1 ° 


° 


& 
P. 


4> 

5 ° 






02 


H t 


« 


H 


<! 


H 


H 


<n 


H 


{5,000 to 


f6,ooo. 








2 


1 


1 


s 


1 


»3 


6,000 to 


7,500. 








2 


1 


1 


s 


2 


14 


7,500 to 
8,000 to 


8,ooo. 








2 


2 


2 


6 


2 


'4 


10,000. 








2 


2 


2 


6 


3 


IS 


10,000 to 


12,000. 








2 


3 


3 


7 


4 


16 


12,000 to 


12,500. 








2 


3 


3 


7 


5 


17 


12,500 to 


14,000. 








2 




4 


8 


5 


'7 


14,000 to 


15,000. 








2 




4 


8 


6 


18 


15,000 to 


16,000. 








2 




5 


9 


7 


19 


16,000 to 


18,000. 








2 




5 


9 


7 


19 


18,000 to 


20,000. 








2 




I 


9 


8 


20 


20,000 to 


22,000. 




2 




3 




12 


9 


21 


22,000 to 


24,000. 




2 




3 




8 


12 


10 


22 


24,000 to 


26,000. 




* 




3 




8 


12 


11 


23 


26,000 to 


28,000. 




2 




3 




8 


12 


12 


24 


28,000 to 


30,000. 




2 




3 




8 


12 


13 


2 I 


30,000 to 


32,000. 




2 




3 




8 


12 


14 


26 


32,000 to 


34,000. 




2 




3 




8 


12 


IS 


2l 


34,000 to 


36,000. 




2 




3 




8 


12 


16 


36,000 to 


38,000. 




2 




3 




8 


12 


\l 


29 


38,000 to 


40,000. 




2 




3 




8 


12 


30 


40,000 to 


42,000. 




2 


2 


4 


10 


12 


16 


19 


31 


42,000 to 


44,000. 




2 


2 


4 


10 


12 


16 


20 


32 


44,000 to 


46,000. 




2 


2 


4 


10 


12 


16 


21 


33 


46,000 to 


48,000. 




2 


2 


4 


10 


12 


16 


22 


34 


48,000 to 


50,000. 




2 


2 


4 


10 


12 


16 


23 


35 


50,000 to 


52,000. 


2 


3 


2 


4 


10 


12 


16 


24 


36 


52,000 to 


54,000. 


2 


3 


2 


4 


10 


12 


16 


*5 


II 


54,000 to 


56,000. 


2 


3 


2 


4 


10 


12 


16 


26 


56,000 to 


58,000. 


2 


3 


2 


4 


10 


12 


16 


27 


39 


58,000 to 


60,000. 


2 


3 


2 


4 


10 


12 


16 


28 


40 


60,000 to 


62,000. 


2 


3 


3 


5 


'4 


»7 


21 


29 


41 


62,000 to 


64,000. 


2 


3 


3 


S 


'4 


»7 


21 


30 


42 


64,000 to 


66,000. 


2 


3 


3 


5 


14 


17 


21 


3« 


43 


66,000 to 


68,000. 


2 


3 


3 


S 


'4 


»7 


21 


32 


44 


68,000 to 


70,000. 


2 


3 


3 


5 


14 


»7 


21 


33 


4 I 


70,000 to 


72,000. 


2 


3 


3 


S 


14 


'7 


21 


34 


46 


72,000 to 


74,000. 


2 


3 


3 


S 


H 


17 


21 


36 


% 


74,000 to 


75,000. 


2 


3 


3 


5 


H 


'7 


21 


75,000 to 


76,000. 


3 


4 


3 


S 


14 


'7 


21 


36 


48 


76,000 to 


78,000. 

80,000. 


3 


4 


3 


s 


14 


17 


21 


3 


49 


78,000 to 


3 


4 


3 


5 


14 


17 


21 


50 



1 The Act of 1918 specifies that the normal rate shall be 12% except on the first {4000 
when it shall be (>%. For 1919 and thereafter, the normal rate is fixed at 8% and 4$. 
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Act ol 


1914 


Act oi 


I916 


Act of 1917 


Act of 1918 




^j 








t 


u 










a 


1* 


H 


n 




0, 


S-i 


c 








<U 




u 










Increments of Taxable 





O* 





C 


— <j 


X 


p. 





P. 


Income 


<u 


<u 


OJ 


4J 


c - 




U 


4J 


<U 












.2 p< 


3 


ri 


a, 


ri 




X 


1-1 4J 


X 




en ^J 


1- J 


X 






n C 


"2 ° 




"S n 


-3 fl 


•t: fi 
















rt a? 










u 




O ° 


H3 " 


O ° 


° 


u 


° 




in 


H 
4 


C/} 


H 


< 


H 


H 


m 


H 


80,000 to 82,000. 


3 


4 


6 


18 


22 


26 


39 


51 


82,000 to 84,000. 


3 


4 


4 


6 


18 


22 


26 


40 


52 


84,000 to 86,000. 


3 


4 


4 


6 


18 


22 


26 


41 


53 


86,000 to 88,000. 


3 


4 


4 


6 


18 


22 


26 


42 


54 


88,000 to 90,000. 


3 


4 


4 


6 


18 


22 


26 


43 


55 


90,000 to 92,000. 


3 


4 


4 


6 


18 


22 


26 


44 


56 


92,000 to 94,000. 


3 


4 


4 


6 


18 


22 


26 


45 


57 


94,000 to 96,000. 


3 


4 


4 


6 


18 


22 


26 


46 


5» 


96,000 to 98,000. 


3 


4 


4 


6 


18 


22 


26 


47 


59 


98,000 to 100,000. 


3 


4 


4 


6 


18 


22 


26 


48 


60 


100,000 to 150,000. 


4 


5 


c 


7 


22 


27 


31 


52 


64 


150,000 to 200,000. 


4 


5 


6 


8 


25 


31 


35 


56 


68 


200,000 to 250,000. 


4 


5 


7 


9 


3° 


37 


41 


60 


72 


250,000 to 300,000. 


5 


6 


8 


10 


34 


42 


46 


60 


72 


300,000 to 500.000. 


5 


6 


9 


11 


37 


4 b 


50 


°3 


75 


500,000 to 750,000. 


6 


7 


10 


12 


4° 


5° 


54 


04 


76 


750,000 to 1,000,000. 


6 


7 


10 


12 


45 


55 


59 


04 


76 


1,000,000 to 1,500,000. 


6 


7 


u 


13 


5° 


61 


65 


65 


77 


1,500,000 to 3,000,000. 


6 


7 


12 


M 


5° 


62 


66 


65 


77 




6 


7 


13 


*S 


5° 


03 


67 


65 


77 



TABLE VI 
Estate Tax 



Net Estate 



Below $50,000 

$5o,ooo-$i 50,000 . . . . . 

$ 1 50,000-^250,000 

$250,ooo-$45o,ooo . • • 

$45o,ooo-$75o,ooo 

$750,000-$ 1,000,000. • 

jl,0O0,OO0-$I,500,000 . 

JSi,5oo,ooo-$4,ooo,ooo . 
$4,5 00,000-$ 1 0,000,000. 

$1-2 millions 

$2-3 « 

$3-4 " 

*45 " 

Over $5 millions 

$5-8 " 

$8-10 " 

Over $10 " 



Sept. 8, 19 1 6 



1% 
2" 

3" 
4" 



5" 
6" 

7" 
8" 

9" 
10" 





Act of Oct. 3, 191 7 


Mar. 3,1917 








Additional 


Total rate 


iX% 


y*% 


2% 


3 " 


1 " 


4" 


4'A" 


iy 2 - 


6" 


6 " 


2 •• 


8" 


1%" 


2k" 


10 


9 » 


3 " 


12 


ioy z « 


3'A" 


'4 


12 " 


4 " 


16 


13X" 


4^" 


18 


15 " 


• • 


• • 


• • 


5 " 


20 


• . 


7 " 


22 


•• 


10 " 


2 5 



Act of 1918 



1? 
2 ' 

3' 
4' 
6< 
S' 
10 ' 

12' 



14" 
16" 
18" 

20" 
22" 
25" 



